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SOME FEATURES OF AIRLINE ACCOUNTING
By FRANCES WAHL, New York Chapter ASWA
The first scheduled air service in the 
world was established by KLM in May, 
1920, operating on alternate days between 
Amsterdam and London. On June 28, 1939, 
the first regularly scheduled commercial 
flight across the Atlantic took off from the 
waters of Manhasset Bay, headed for Eu­
rope. Last year, planes of the various inter­
national airlines, shuttling back and forth 
across the Atlantic, made an average of 75 
takeoffs and landings a day at the airports 
of the New York Metropolitan area and 
flew over a million passengers in and out 
of the U.S.A.
A large volume of paper work is involved 
in maintaining records for any one of these 
million passengers—in addition to the other 
bookkeeping and accounting records pre­
pared in direct connection with the opera­
tion of the aircraft. It has been jestingly 
said, “when the weight of all the papers and 
records equals the weight of the loaded air­
craft on the runway, the plane is permitted 
to take off.”
Worldwide airlines have management 
problems involving making company plans 
and policies clear to employees of many 
nationalities scattered all over the globe. 
Our organization, KLM, has 88 establish­
ments which lie far apart. Buenos Aires is 
more than 11,000 miles from Tokyo—and 
Sydney, Australia is 10,000 miles from New 
York. KLM employs 8,000 in the Nether­
lands, and 4,000 others in the world-wide 
network. Of these 4,000—1,000 are Dutch 
and 3,000 are other nationals; American, 
English, Swiss, Swedish, Indian, Irish, 
French, Spanish. At times our 5th Avenue 
office sounds like a meeting of the United 
Nations.
Air transport is still expanding and its 
services are being more and more widely 
utilized. In order to keep their profits in 
line with this expansion, the world’s air­
lines have found it necessary to:
1. Increase the actual flight time and 
mileage of each plane.
2. Increase the pay-load of each plane.
3. Maintain or lower the ratio of unit 
cost to income. It is evident that if 
airlines fly more and sell more, it is 
impossible to maintain their profits 
per unit if cost ratios increase. Cost- 
of-living increases, higher prices of 
fuel and oil, material and tools must 
be offset by ability to work more 
efficiently through better division of 
labor, better tools and materials, plus 
greater experience.
All scheduled U. S. airlines must adopt 
the uniform system of accounts as pre­
scribed by the Civil Aeronautics Act of 
1938, as amended. Additional records may 
be kept only if they do not impair the in­
tegrity of the company’s accounts. All gen­
eral books and subsidiary records such as 
minutes, cost distribution and other ac­
counting work sheets must be kept in such 
a manner as to provide at all times full in­
formation relating to the same. These rec­
ords must be safely housed, protected from 
theft, safe from damage by flood or fire, and 
readily accessible for audit and examina­
tion by the CAB. The CAB also has the 
right of access for inspection of all lands, 
buildings, and equipment of the carrier.
Each carrier holding a certificate of pub­
lic convenience and necessity must submit 
to the CAB periodic financial and statistical 
reports on specific forms printed by the 
CAB. Reports range from profit and loss 
and earned surplus statements to detailed 
flight and traffic statistics covering revenue 
plane miles performed, seat miles, compu­
tation of aircraft hours, etc.
Head Offices abroad publish the foreign 
international carriers’ financial and statis­
tical reports. The local reports are of a fair­
ly limited nature since a portion of a par­
ticular route’s total cost would have to be 
an allocation of the entire world-wide net­
work costs.
Before these finished statements can be 
prepared, international carriers are in­
volved in a number of accounting and finan­
cial problems which are either unique to the 
airlines or are dissimilar to the usual prob­
lems involved in ordinary commercial and 
industrial ventures.
Depreciation
In civil or commercial aviation, deprecia­
tion is an intricate and important problem. 
Depreciation is defined as losses occurring 
in physical property, either temporary or 
permanent, caused by current lessening in 
service value due to wear and tear from
(Continued on page 12)
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the benefit of a minor child, under the fol­
lowing conditions:
(1) Where all the income and property 
will be expended for the benefit of 
the donee before his attaining the 
age of twenty-one years;
(2) To the extent not so expended, it 
will pass to him at the age of twenty- 
one or, in the event of his death, the 
property will become part of his 
estate.
I could go on telling you about many 
more of the provisions of the new law but 
I think I have mentioned enough to make 
it clear that we are operating under a new 
Internal Revenue Code.
This new tax law has many provisions 
which will help to eliminate difficulties that 
have hampered tax administration in the 
past. Bringing tax rules closer in line 
with generally accepted accounting princi­
ples will be a great help in many ways. Much 
has already been done for better administra­
tion by the present Commissioner of Inter­
nal Revenue, T. Coleman Andrews. Mem­
bers of our profession are naturally proud 
of him as the first certified public account­
ant to serve in that office.
The new tax law is not perfect of course. 
Such a law never can be. We will always 
have additional recommendations for im­
provement. It is, however, a major achieve­
ment. It represents many years of work by 
many persons. Certified Public Accountants, 
through their state and national organiza­
tions, have helped to bring about this revi­
sion of the tax law. Business men, lawyers, 
labor unions, tax organizations and, of 
course, Treasury officials, Congressional 
committees and their staffs have all con­
tributed ideas to the new law.
(Continued from page 7) 
use and the action of time and the elements, 
which are not replaced by current repairs; 
also, losses in capacity for use through ob­
solescence, discoveries, change in popular 
demand, or the requirements of public 
authority.
It is the practice of some international 
carriers to write off aircraft over a period 
of five years with the assumption that the 
aircraft will have a residual value of at 
least 10% of cost. When you realize that 
one DC or Constellation costs in the neigh­
borhood of $1,500,000, you can understand 
the impact a five-year depreciation policy 
has on the income statements. In addition 
to this policy, airlines today are faced with 
obsolescence problems presented by the de­
velopment of jet, atomic and other new 
forms of propulsion.
Another large depreciation expense item 
found on an airline’s income statement is 
derived from depreciation of various tech­
nical equipment—passenger loading stands 
used for boarding aircraft, spare parts, 
buildings, hangars, workshops, office fur­
niture, vehicles, jeeps.
Airline Tickets
Airline tickets have no intrinsic value 
of themselves, but as a result of various 
completion and validation procedures they 
acquire the character of a promise by the 
airline to carry the passenger over a cer­
tain route on a date which may or may not 
be specified. Once a ticket has been com­
pleted, the holder may claim a refund with 
a consequent financial loss to the company. 
For this reason, a very strict procedure is 
set up regarding inventory of tickets.
A record is kept of every ticket sold, in­
dicating the amount of the fare. This does 
not mean that the fare received is con­
sidered actual income. The passenger can 
still cancel or travel over another airline. 
This income is considered as Unearned 
Transportation Revenue and appears on the 
balance sheet as a liability, representing an 
obligation towards people who have pur­
chased tickets but have not yet made or com­
pleted their flight.
As soon as a passenger checks in at an 
airport, the flight coupon for the stretch 
to be flown is sent to the traffic accounts 
or passenger revenue section of the account­
ing office. The individual record of that 
ticket is then changed and the appropriate 
entries made to record earned transporta­
tion revenue and to reduce the balance sheet 
liability account.
As each section of the flight is completed, 
the same procedure is followed except when 
a section of the flight is performed by an­
other airline. In that case, the reduction of 
the unearned transportation revenue ac­
count is offset by an increase in accounts 
payable to other airlines.
Agents
Very often the bulk of airline revenues 
originates with agents. These agents, due 
to competition and practical business prac­
tices, generally operate on unsecured credit. 
Adequate control of credit is a constant 
problem. It involves a continuous check of 
the agent’s accounts, for, should the agent 
fail, his assets usually consist of a counter, 
some printed matter, a typewriter, and . . . 
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a large amount of uncollectible receivables.
Credit limitations for each agent must 
be so determined and constantly revised as 
to obtain maximum freedom for selling com­
bined with a minimum of financial risk. 
Once an agent becomes delinquent in re­
mitting payments or in submitting his semi­
monthly reports, it is necessary to employ 
practical psychological insight in dealing 
with him. After all, an agent may have a 
number of creditors, and it is only human to 
first pay those firms which keep correct and 
up to date records and which never fail to 
draw attention to the agent’s discrepancies 
and delays.
Currency
International carriers have two major 
cash or currency problems arising from 
their international activities. Under normal 
operating conditions, these carriers have 
the right to pick up passengers and freight 
in foreign lands. This right may involve 
the establishment of organizations to pro­
mote the sale of air travel, the opening of 
ticket offices, or the handling of passenger 
and technical work such as overhauling 
and maintaining aircraft. Considerable ex­
penditures in foreign currency are entailed, 
and such expenditures are justified only if 
they can be offset against revenue from the 
countries in question. As a result of their 
daily operations, then, airlines accumulate 
cash balances in many national currencies.
Every effort is made to acquire hard cur­
rencies, e.g., United States dollars, because 
they enable the countries receiving them to 
make purchases in countries which can sup­
ply goods in general demand. Less strong 
currencies are not so willingly accepted be­
cause they cannot be exchanged to an un­
limited extent. Weak currencies, such as 
Israeli pounds, can only be spent in very 
rare cases.
International carriers are not always in 
a position to exchange weak currencies for 
stronger ones. The tendency is for weak cur­
rencies to accumulate while hard currencies 
are spent on urgent requirements. To illus­
trate, if KLM has to buy a propeller from 
Lockheed, it cannot be purchased with Fin­
nish marks received from some passenger’s 
fare; similarly Indo-chinese piastres can­
not be used to purchase fuel in London.
It is, therefore, obvious that one of the 
chief problems of carrier management is to 
arrange for sufficient quantities of the nec­
essary currencies to be on hand and avail­
able for use. An airline is not benefitted by 
a nominal profit in its national currency if 
there is no foreign exchange available for 
purposes such as the purchase of fuel and 
spare parts the next year.
Fluctuations in the rate of exchange, i.e., 
the price of a foreign currency in the na­
tional currency, involves the international 
carrier in its second major cash or currency 
problem.
In principle, when a fall in the rate of 
exchange of a foreign currency is antici­
pated, immediate payment of accounts re­
ceivable should be obtained and settlement 
of accounts payable should be deferred un­
til after the fall; the reverse procedure is 
in order if the rate is expected to rise.
In order to follow such a principle, man­
agement requires complete and up-to-date 
information concerning the money market. 
It is no exaggeration to say that a delay of 
a few hours in obtaining information may 
cause the company serious losses or result 
in losing a possible profit. To supply a part 
of the needed information, the foreign es­
tablishments in our firm supply the finance 
division with pro forma liquidity statements 
showing:
Balance at beginning of month
Receivable from own sales, from agents
Payables
Balance at end of month
Minimum cash balance at end of month
From this information, a long range plan­
ning of the liquid resources is projected, 
divided into periods, perhaps quarterly. The 
principal factor necessary to complete such 
a plan is the determination of the essential 
investment in the fleet, which fluctuates by 
leaps and bounds. This plan sets forth the 
necessary capital provision for proposed 
fleet investments, and, in turn, the cash 
position influences the fleet investment pro­
gram.
It must be understood, of course, that 
a complete and thorough knowledge of the 
international money market is essential in 
order to carry out any currency trans­
actions. If conjectures regarding trends of 
currencies are wrong, it is possible that 
any manipulation may cause heavier loss 
than would be incurred by simply leaving 
the carrier’s receivables, payables, and cur­
rencies in a status quo position.
* * *
CONGRATULATIONS—To Katherine M. 
West, New York Chapter, ASWA, on your 
Hunter College award for outstanding 
achievement since graduation as a woman 
CPA and a teacher of accounting.
* * *
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